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Since its tax reform started in 1994, China has made the state of long-term ultra 
economic growth from tax revenue, which is called " the puzzle of tax exceeding 
GDP growth " (Zhou, Liu and Li, 2011). Theoretically，taxation, as an obligation 
according to the Law, should be highly related to the enterprises' operating results. 
However, the national tax revenue in China, for a quite long time, is determined or 
targeted in advance by the central government and guaranteed strongly by the local 
governments and tax authorities. 
 As Benjamin Franklin once said, "Nothing would be so sure but death and 
taxation". Right after its registration, the enterprise will have to deal with all kinds of 
tax, both directly and indirectly. Naturely, tax planning activities, a legal and smart 
way to lower tax expenditure, is becoming one of the prime tasks of the Management. 
At the moment, Taxation becomes not just a focus of the practice circle, but also one 
of the decisive factors in the research concerning Financing, Accounting and other 
related subjects. 
Compared to most countries, The US capital market is with higher 
market-oriented features and lower government regulation. The Tax Law guarantees 
the equal status and the freedom to negotiate during the process between taxpayers 
and tax departments. Since the income tax comprises the major part of taxation, 
corporate tax expenditures are more associated with its accounting decisions. Both 
the academic circles and practitioners showed a great interest in the problems like 
how taxation would affect corporate accounting policy choices and financial 
decision-making behaviors, and as a result, the related researches were rising. Based 
on the MM theory, a butch of theoretical Taxation studies had pushed related 
researches forward, a growing number of scholars from financing and accounting 
areas tried to explain enterprises’ financial accounting policies and actions in the 













 After reviewing those studies, it’s quite clear that how to increase enterprise 
value by making smart tax-related accounting policies legally make the core issue. 
The basic logic behind those studies is that taxation is the driving power behind the 
corporate decision-making process and will affect corporates’ behaviors，such as 
lending decisions, capital structure choices, dividend policies, mergers and 
restructuring, and even the company's organizational structure design. More 
specifically, Tax Law would affect management behaviors, then some economic 
consequences would yield, and finally it would have some influence on the stock 
market. However, it requires some hidden premises to make this logic smooth. I will 
point out the following 4 points based on the understanding of the literature. First, 
the income tax dominates the taxation system; Second, Tax is avoidable; Third, an 
equal status between tax payers and the authorities is required; Last but not least, the 
taxation system is relatively stable. Of course, the US market well suited those 4 
features above. 
   The US Taxation related studies have a huge impact on the understanding of 
enterprise tax worldwide, China included. Chinese scholars took the 4 hidden 
premises for granted when doing the related studies, even without realizing it.   
Are the 4 hidden premises perfectly suited for the Chinese practices? After 
system sorting and data analyzing macroscopically and microscopically, I found 
China is faced with an obviously different setting. First, the tax burden is rigid and 
cannot be avoided; Second, the taxation polices are changing all the time and cannot 
be fully predicted and then planned; Third, a more complicated tax system which is 
dominated by the turnover tax; last, the Tax Authorities undertake multiple 
conflicting roles, enterprises have high risks in conducting tax planning. Due to 
those differences, some theories proved to be right in the US may probably cannot be 
applied to China. For example, in the US, the tax burden will be highly connected 
with the registration location and control properties, but those connection cannot 
found in the Chinese Practices. Furthermore, In the context of the implementation of 
China's new Enterprise Income Tax Law, I selected data from 2006 to 2009 as the 













theory of  tax avoidance through earnings management behaviors. The results 
showed that taking the impact of the principle of territoriality and tax target practice 
into consideration, the Western relevant tax theories were not necessarily applicable.  
To conclude, rigid tax target conducted in advance made corporate tax 
avoidance activities difficult to arrange; Tax system dominated by turnover tax made 
turnover tax the new focus of tax planning activities; A volunary role corporate plays 
in the tax process; and in addition of the principle of territoriality, to some extent, 
increase the burden, particularly for groups, since they are the key factors 
determining whether the tax target achieved or not. All the factors mentioned above 
make the tax practices in China a rigid one, and therefore, the tax planning activities 
were wasted. According to the data analysis, we can also find that the registration 
location, the controller property and mechanism arrangement like the principle of 
territoriality, government subsidies and tax rebates will have an effect on the real tax 
burden. The trend of corporate tax burden is a quite rigid one.  
.  
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